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PRIVATE BANKING IN GERMANY AND THE CAUSES 
OF ITS CONCENTRATION' 

SCARCELY any other development of modern German life 
has stood out so prominently, or has given such frequent 
occasion for admiring comment and also for sceptical head- 
shaking, as the great process of consolidation which has worked 
itself out in a few years in our banking business. This develop- 
ment is not, indeed, so peculiar and so novel as is generally 
believed. It is only one of many similar phenomena. Every- 
where in modern economic life an effort towards greatness of 
scale is visible. To such an extent is this the case, that our 
whole age has been denned as that of capitalistic enterprise or 
business on a large scale. In the German banking business, 
however, the tendencies towards large-scale organization, which 
operate in almost every department, have manifested themselves 
with a strength almost unparalleled elsewhere. For this there 
are, of course, particular causes ; but these, again, are not new. 
The same shaping forces that made themselves felt in the orig- 
inal development of the banking business are active also in its 
recent and strikingly rapid consolidation. The causes of con- 
centration which are peculiar to the banking system lie in the 
extraordinary growth of credit wants. 

Three stages may be distinguished in this development. The 
first transformation in the European banking system was caused 
by the development of public finance. Public credit needs grew 
immensely when the state abandoned feudal methods, established 
a standing army and organized a salaried civil service. In close 
connection with this change arose the first modern financial 
powers, from the Medici and the Fuggers to the Rothschilds. 
Later, when steam power made railways possible and gave a 

1 Address delivered before the New York Chapter of the American Institute of 
Bank Clerks, January 10, 1907. Cf. Hermann Schumacher, Die Ursuchen und 
Wirkungen der Konzentration im deutschen Bankwesen, in Schmoller's Jahrbuch 
fur Gesetzgebung, Verwaltung und Volkswirtschafl, 1906, pp. 883-925. 
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powerful stimulus to mining, to the iron industry and to the 
manufacture of machinery, there arose new financial needs to 
an extent hitherto unknown ; this time predominantly in private 
economic life. The older private banks had neither the re- 
sources in capital nor the courage in enterprise that were requi- 
site to meet these demands. New and greater organizations 
were thus again required, and modern joint-stock banks were 
founded. In Germany these made their appearance in the 
middle of the nineteenth century. Finally, the epoch-making 
process of the systematic extension of industrial concerns on a 
large scale, which we are experiencing today in almost every 
department, has for the third time increased in an extraordinary 
degree the demand for credit, in general and in particular ; and 
these recent changes have again necessitated the reorganization 
of our banking system. 

These recent demands for extensive credit, increasing on 
almost every side, have brought with them many difficulties for 
the banks previously existing. Sometimes it has been no easy 
matter for a bank to raise, alone and unaided, the means de- 
manded by a single client whose business was in rapid develop- 
ment. Moreover, it is always risky for a bank to tie up a con- 
siderable part of its resources in a single undertaking. If the 
undertaking does not prove successful, particularly if losses are 
incurred, the participation of the bank easily grows into a per- 
manent financial partnership. Not only is it often impossible 
to call in the loans ventured, but sometimes they must be still 
further increased, in order to avoid, so far as possible, severe 
and perhaps ruinous losses. What was intended to be a loose 
and transitory connection thus tends to become a permanent 
fetter. The working capital of the bank is removed in increas- 
ing measure from other and more profitable employment ; and 
it may easily happen that the business initiative is transferred 
from the bank to the struggling industrial concern which the 
bank has undertaken to finance. 

Our greater as well as our smaller banks have entered more 
or less involuntarily into such permanent connections. Great 
banks have, as a rule, been able to sustain such partial crippling. 
Only one of them, the Leipziger, was ruined in this way ; possess- 
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ing a working capital of 48,000,000 marks, it had undertaken en- 
gagements in one industrial enterprise (Trebertrockengesell- 
schaft) to the extent of more than 93,000,000 marks; but what 
occurred in this case on a large scale, and served as a warning 
example, has often been repeated on a small scale. Many re- 
spected private firms have been similarly wrecked on this rock 
of a very great one-sided risk and the financial and administra- 
tive dependence arising therefrom. 

It is therefore natural that efforts should develop in the bank- 
ing system to diminish the serious risks which are incurred in the 
attempt to meet the rapidly growing demands for credit. The 
effort to minimize risk is the special force which has caused con- 
cerns on a large scale to develop with exceptional rapidity in 
our young German banking system. Just as concentration is 
especially facilitated in the iron and steel industry by the possi- 
bility of technical economies (through the utilization of the 
gases and the heat produced in the smelting furnace) , so, in the 
case of the banks, concentration is accelerated by the resultant 
diminution of risk. And in banking the movement towards 
consolidation meets with especially slight resistance, since large- 
scale business can be introduced far more easily and quickly in 
the banking system, working as it does almost without tools, 
than in the iron industry, which requires an exceedingly com- 
plicated and expensive plant. Especially important, therefore, 
for the comprehension of the newest development in our bank- 
ing system, is the answer to the question : How can the risk, 
growing almost inevitably and assuming immense proportions, 
be diminished for each individual bank? This is possible in 
three different ways: a risk may be transferred, or it may be 
divided, or it may be balanced by compensating risks. All 
three methods of diminishing risk require careful consideration 
from the point of view of their influence in promoting large- 
scale organization. 

I 

For a clear view of the situation, it must be borne in mind 
that total transfer of risk is possible only in exceptional cases, 
although certainly in cases of especial importance. Experience 
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has shown that the almost unnoticed growth of an originally 
small risk is more dangerous than the acceptance, once and for 
all, of a great but limited risk. The gradual accumulation of 
loans to a client in current account has more frequently proved 
fatal in Germany than a single great loan at a considerable risk. 
It is therefore important to be able to transfer the risk which 
grows up in current-account business. This is possible only by 
transforming the debt on a customer's current account into 
securities or new stock. In proportion as the bank then dis- 
poses of these, it transfers the risk from itself to the purchasers, 
i. e., to the public. 

Such a transformation of credit on current account into " issue 
credit" is, however, not always possible for a single bank; or 
at least it is not always advisable. It is not every bank that 
carries on, together with the so-called "regular" banking 
business, i. e., the business of receiving deposits, of maintaining 
current accounts, of issuing banknotes, of discounting bills of 
exchange, etc., the long-period business also of issuing shares, 
bonds and securities of all kinds — a business which is governed 
by quite distinct principles of its own. If, however, a bank 
cannot individually undertake this transformation, but must 
betake itself for the execution of the business of issuing scrip 
to another greater bank, the danger arises that with the trans- 
fer of this single operation the customer in question will be 
altogether lost. 

This consideration ceases to apply if the bank itself can 
transform into "issue credit" an overdraft that has grown too 
heavy. The effort to diminish risk thus necessarily develops an 
effort towards the combination of different banking functions, 
which otherwise are by no means generally associated with each 
other, and which in England, for example, are regularly kept 
separate. 

Nor is this effort toward combination limited to current- 
account and issue business. The greater the clientele of a 
bank, the more easily can it dispose of large amounts of securi- 
ties and stock. Whoever carries on issue business must there- 
fore attempt to gain as extended a regular clientele as is pos- 
sible. The most important means to this end, in addition to 
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current-account business, is pure deposit business. Customers 
attracted by deposit business can be used to extraordinary 
advantage for the placing of newly issued securities ; for when 
the public wishes to invest money accumulated in small amounts, 
it naturally turns trustfully, first of all, to the banks to which it 
has confided its savings. As, in the great combined ironworks, 
the driving power of the gases and the heat from the smelting 
furnace are used also for other branches of production — for the 
steel process and for the rolling mill — so, in the banking busi- 
ness, the vital force of which springs from credit, the confidence 
gained by one line of business is used also for others. 

In both cases combination brings with it still further advan- 
tages. It is the organic union of different branches of produc- 
tion into one single enterprise that first makes possible a com- 
plete survey of the whole, and through it the best application 
of capital and the best form of management. Similarly the 
complete survey of a client's credit relations, so exceedingly 
important for a bank, can be gained only when all the banking 
business of the client is concentrated in the hands of a single 
bank. If this demand be not made and its fulfilment strictly 
enforced, every heavy debt of a customer becomes at once a 
serious risk for the bank. If, however, the bank's business re- 
lations with its customers are developed as far as possible in 
every direction, the risks which it assumes can be measured with 
considerable accuracy. From customers who desire heavy 
overdrafts our banks regularly require such concentration of all 
banking business ; and it is one of the less satisfactory phenom- 
ena of our banking administration that exceptions to this rule 
are made in favor of some of our most remarkable, but also 
most restless, captains of industry. 

A second advantage of concentration is the greater freedom 
of action which is derived from greater capital resources. The 
fixed capital of rolling mills is small in comparison with that of 
smelting furnaces or of steel works. Similarly, comparatively 
small resources are needed for " regular" banking business, as 
this consists above all in current-account and deposit business — 
a point most clearly illustrated by the pure deposit banks of 
England. On the other hand, great issue business — the busi- 
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ness of issuing shares and securities of all kinds — cannot be 
carried on without very considerable capital. The comparison 
holds also in the consequence. It is not particularly difficult 
for an iron and steel concern to add to its original processes 
those of a rolling mill ; it is still easier for a bank which carries 
on a large issue business to develop a current-account and de- 
posit business. The reverse process is infinitely harder; that 
is to say, it is infinitely more difficult for a rolling mill to de- 
velop iron and steel production, or for a "regular" bank to 
undertake great loan operations. In the latter case as in the 
former, the extension of undertakings combining both functions 
already denotes elimination of concerns weak in capital. An 
advantage very similar to that which the great combined con- 
cerns in the iron industry display over the so-called " pure " 
rolling mills (which have to buy the steel and iron necessary 
for their manufacture) is possessed by the great firms which 
pursue every kind of banking activity, in comparison with those 
small though often very serviceable firms which confine them- 
selves to the " regular" banking business. 

Concentration and the superior power which it establishes 
accordingly diminish competition. A large modern combined 
iron concern is said to require a capital of about thirty million 
marks. A great bank, engaging in every department of bank- 
ing business, operates with tens of millions. No one lightly 
stakes such sums in a hazardous struggle. In proportion, how- 
ever, as the rise of new rival undertakings becomes improbable, 
overtures for mutual understanding and amalgamation become 
easier. In the great industries this conclusion has already been 
confirmed by experience. The question whether a similar 
development is to be looked for in the banking business is one 
that forces itself upon our notice ; but this is a question which 
I cannot now attempt to answer. For the present I content 
myself with establishing the fact that the effort to unload great 
and threatening risks produces a tendency towards combination 
of various banking functions, and thereby works as a very 
potent factor toward the establishment of large-scale concerns 
in the banking world. 
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II 

Complete transfer of risk is possible only in exceptional 
cases. In the ordinary course of business, limitation of risk 
must be accepted as the utmost that is attainable, and such 
limitation is possible both by balancing and by dividing risks. 

Adequate offsets against a single great risk are possible only 
if a bank has great resources at its disposal. The greater the 
financial power of bearing and resisting, the more readily can a 
heavy undivided risk be assumed, because it can more easily be 
balanced. Efforts to increase the financial strength of the bank 
must therefore accompany the growth of the single risk, unless 
the bank either modestly renounces the acceptance of the risk, 
or frivolously assumes it without satisfactory offsets. 

The financial strength of a bank can most easily be increased 
by adding to its own capital ; i. e., by increasing its share 
capital and reserve funds (^Reservefonds) . It is therefore com- 
prehensible that during the decade 1895— 1904 our great banks 
moved rapidly in this direction. Even before 1895 they had 
made considerable increases. In 1870—72 the share capital of 
the six leading joint-stock banks of the present day amounted 
to 112,800,000 marks; in 1895 it had been raised to 413,000,- 
000 marks. These increases in share capital, however, were 
spread over a quarter of a century; and, moreover, it was then a 
question of making up for ground lost before the founding of 
the German Empire. On the other hand, since about 1895, we 
have witnessed an astonishingly sudden and energetic forward 
movement: in the brief span of a single decade our six chief 
banks raised their share capital by almost 500,000,000 marks. 

At the beginning of this decade the Darmstadter Bank, which 
in many respects was the first great modern bank in Germany, 
stood at the summit of our banking system ; but in the course 
of the ensuing financial race the lead was taken by two Berlin 
banks — the Diskontogesellschaft and the Deutsche Bank. Be- 
tween 1895 and 1904, the Diskontogesellschaft raised its share 
capital from 75,000,000 to 170,000,000 marks — 95,000,000 
marks in ten years. And since 1897, the lead has been taken 
by the Deutsche Bank. This bank has recently raised its stock 
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capital to 200,000,000 marks ; and while it shows a lead here 
of 30,000,000 marks, its reserve funds, amounting in round 
figures to 80,000,000 marks, also exceed those of any other 
bank by at least 20,000,000 marks. 

Every one of our six greatest banks has at the present day a 
share capital of at least 100,000,000 marks. The share capital 
of each of the five leading banks exceeds the total share capital 
possessed by all six at the beginning of the new German Em- 
pire. Together they have at their disposal over 909,000,000 
marks of share capital and 258,000,000 marks of reserves. 
Their own resources thus figure out, roundly, at 1,167,000,000 
marks; i. e., they are almost ten times as great as immediately 
after the Franco-German War. 

It belongs, however, to the essential character of a bank that 
it works not only with its own resources but with external 
resources also ; and it follows that the need for increased finan- 
cial strength must intensify the effort to attract external re- 
sources in the greatest possible measure. The German banks 
have been able to increase their financial strength in this way 
even more than by raising their own share capital. The in- 
crease in external capital has been estimated for the ten great 
Berlin banks, during the twenty years from 1883 to 1903, at 
555-5 P er cent, as against a corresponding increase of 309.8 
per cent in their own capital. 

External capital can be attracted in many ways — by all the 
kinds of business included under the term "passive" banking 
functions. Very important in amount are passive current- 
account business and the acceptance of bills of exchange. For 
our six chief banks, these obligations have reached together the 
height of 2,478,000,000 marks. Still, in spite of these high 
figures, we find that the chief means of increasing capital 
through the attraction of external resources is by the issue of 
banknotes and the receipt of deposits. 

In these matters the Imperial Bank of Germany {Reichsbank) 
has seriously limited the field of activity open to the joint-stock 
banks; for to supplement its own capital, which alone would 
be entirely insufficient for its important tasks, it follows above 
all two lines of business. The extent to which it draws to itself 
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external resources through the issue of banknotes may be seen 
from the fact that, taking the average of the years 1896— 1900, 
the total note circulation of the Reichsbank amounted to 1,115,- 
000,000 marks ; and even its note circulation not covered by 
specie amounted to fully half as much again as its total capital 
and reserve funds. Of similar importance for the Reichsbank 
is its so-called "giro business." The sums accumulated in con- 
nection with this business have amounted, taking the average 
of the same five years, to 320,000,000 marks. 

Thanks to its superior position, supported on the one side by 
the bank legislation, on the other by its magnificent network of 
branch establishments, the Reichsbank has almost monopolized 
both the issue of banknotes and the giro banking business ; and 
so our great joint-stock banks were compelled to place their 
chief reliance, for the attraction of external funds, upon busi- 
ness in interest-bearing deposits. This field the Reichsbank 
had practically abandoned in 1879. At the beginning, how- 
ever, the development of the deposit business was slow. The 
great banks particularly, which cultivate the long-period issue 
business with especial preference, seemed at first to hesitate to 
develop strongly this short-period passive business. Not until 
1902 did the A. Schaaffhausenscher Bankverein, which is espe- 
cially closely associated with our large-scale industries, begin to 
cultivate vigorously business in interest-bearing deposits. 

Here also the development has taken place almost wholly 
within the last ten years, and here again the Deutsche Bank has 
outstripped its rivals. At the end of 1905 it held 341,000,000 
marks of interest-bearing deposits, and was the only great bank 
able to show deposits amounting to more than its own capital. 
At this time the six chief banks together possessed 912,000,000 
marks of deposits, i. e., almost exactly as much as the total of 
their share capitals. The deposits in all German credit banks 
at the end of 1904 together amounted to 1,566,000,000 marks. 

The systematic cultivation of the deposit business, which in 
the case of our great banks began at so late a period, gave 
additional impetus to the consolidation movement in the bank- 
ing world. If in deposit business it is desired to attract the 
money wealth at the disposal of private persons, steps must be 
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taken to meet the public in external arrangements. Intending 
depositors cannot be expected to waste time in long trips. To 
collect savings from a larger area, the bank's activities must be 
locally extended through the establishment of branches. It is 
especially worth while to open a branch office wherever there is 
a dense population capable of Raving, as in the residential 
quarters of great towns. It is no longer sufficient that the 
principal office be situated in the heart of a commercial centre; 
deposit offices must be skilfully planted throughout the whole 
of the town. Thus the cultivation of deposit business tends to 
produce local expansion. 

If, however, the deposit business is developed in this way, 
the accumulation of external resources calls in Germany for an 
increase in the bank's own resources; for our great joint-stock 
banks cannot attempt, like the deposit banks in England, to 
secure their depositors by extreme caution, generally choosing 
short-period investments with slight risks and carefully balanc- 
ing their active and their passive business, according to the old 
principles of "regular" banking. Our joint-stock banks, en- 
gaged as they are in operations infinitely more multifarious and 
cultivating above all the business of long-period loans, do not 
indeed lose sight of the necessity of maintaining some degree 
of balance between their obligations and their assets, but they 
cannot hamper their action to the extent which the conservative 
English principles require. The security of the depositors in 
our great banks therefore rests in no slight measure on the bank's 
own capital. It would be going too far to say that the balan- 
cing of " active " and " passive " business, customary or at least 
attempted in England, must be replaced with us by a balancing 
of bank capital and deposits ; but it is a fact that the accumula- 
tion of external resources does not in any way make possible a 
reduction of the bank's own capital, and may, on the contrary, 
enforce an increase of the share capital. It is no mere coinci- 
dence that the Deutsche Bank, which has cultivated deposit 
business twice as assiduously as any other bank, has also left 
all others far behind in the increase of its share capital and re- 
serve funds. 

The greater the resources of a bank — its own resources and 
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those placed at its disposal by the public — the more easily can 
offsets be provided against a heavy one-sided risk. Risks arc 
balanced by dividing the total credits given by the bank in such 
a way that the capacity of the debtors to pay is dependent upon 
extremely various and in part mutually exclusive economic con- 
ditions. Preponderant dependence on closely associated eco- 
nomic interests must be avoided, i. c, dependence either upon 
locally related concerns or upon single branches of industry. 
Accordingly, the effort to balance risks must lead to an expan- 
sion of banking activity both geographically and in the kinds of 
business cultivated. 

These two kinds of extension to which recourse is had for the 
purpose of dividing and thus diminishing total risk may assume 
various forms. The simplest form of local extension, which 
often involves at the same time an extension to new kinds of 
business, is the establishment of new branches. This, however, 
is dependent on a series of presuppositions. First of all, only 
powerful and firmly established banks, possessing a well-trained 
staff and recognized traditions, can call into existence a far- 
spreading network of branches. Moreover, a uniform field of 
action, free from sectional divisions, must be at hand. 

In France and England both were found. In those countries, 
consequently, banking business has expanded chiefly by the es- 
tablishment of new branch offices. In England there were 
counted, in 1901, twenty-one banks possessing more than one 
hundred branches each. At the beginning of 1905, the London 
City and Midland Bank alone had 447 branches. Similarly in 
France. The three chief private banking concerns in that coun- 
try — the Credit Lyonnais, the Comptoir National d'Escompte 
and the Societe Generale — together possessed at the end of 
1903 no fewer than 683 branch offices, some of which, it is true, 
bore the character only of agencies. 

In Germany also early efforts were made to follow this path. 
Here again the Darmstadter Bank was to the fore. But apart 
from the fact that this bank was still too young for a wide- 
reaching activity through branches, the execution of the plan 
was rendered impossible by the political condition of Germany, 
divided as it was into small states. Each of the governments, 
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on grounds easy to understand, preferred banks having their 
central offices within the state, and were disinclined to admit 
branches of outside institutions. The Darmstadter Bank met 
with invincible resistance to the branches it planned. 

These initial difficulties forced us to strike out upon another 
path. Banking activity can be extended, it is clear, not only 
by founding new branches, but also by establishing in some 
form or other a more or less stable connection between existing 
local banks and a greater institution. Not only was this a path 
of less resistance, but this plan had the further advantage, that 
it did not create fresh competition, as every foundation of a 
new branch does — an advantage all the weightier in Germany 
because, before the foundation of the Empire, German economic 
life appeared unripe for extended banking activities. 

Whether now the system of new branches or that of closer 
or looser association with banks already existing be chosen, 
both methods of extending banking operations make it possible 
to avoid the constant danger of dependence either on single 
localities or on single branches of industry and trade. 

The foundation of the Empire was of course followed by the 
effort to utilize in the banking world the opportunities created 
by political unity. This effort found expression in a movement 
toward Berlin. The new capital of the Empire, centralizing 
political life and attaching to itself an ever-growing population, 
was bound to exercise a force of attraction in financial affairs. 
It quickly rose to be the most important exchange centre of 
Germany, leaving Frankfurt-on-the-Main far behind. For these 
reasons, as early as the year of the foundation of the Empire, 
the Darmstadter Bank transformed its Berlin agency into a 
branch office. If the two other great provincial banks — the 
A. Schaaffhausenscher Bankverein and the Dresdener Bank — 
did not immediately follow this example, the explanation lies 
solely in the fact that, situated as they were in the midst of our 
two chief industrial districts, they found in their immediate 
vicinity tasks so important as to engross all their energies. It 
was not until 1881 that the Dresdener Bank opened its Berlin 
branch, followed after another decade by the third great pro- 
vincial bank, the A. Schaaffhausenscher Bankverein, which was 
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most closely connected with our most flourishing industrial dis- 
trict. In addition to these, some of our most important inter- 
mediate banks had also gained a footing in Berlin, and some 
smaller banks had obtained an interest in Berlin banking houses 
or had acquired representation there through an agency. 

The fact that the provincial banks began more and more to 
transfer their chief activity to Berlin forced the Berlin banks to 
execute a countermove, if they desired to preserve their old 
position in the economic life of Germany. First they must en- 
deavor to hinder the other provincial banks from extending 
their activities to Berlin and creating new competition in that 
centre. This could be done by associating the provincial banks 
with themselves. Secondly, and most important of all, the 
Berlin banks themselves had to get into close touch with the 
province, especially with the great industrial districts. This 
aim also could be accomplished most easily and most effectively 
by inviting the cooperation of the greater provincial concerns. 
The Deutsche Bank was the first to take this step. In 1897 it 
entered into close association on the one hand with the Bergisch- 
Markische Bank in Elberfeld, which had a share capital of 60,- 
000,000 marks, and on the other hand with the Schlesischer 
Bankverein in Breslau and the Hannoversche Bank in Hanover, 
with share capitals amounting respectively to 30,000,000 marks 
and 22,500,000 marks ; and since that time it has systematically 
and indefatigably followed the path thus energetically opened. 
At the present time it is extending its activities in all quarters, 
and especially in all industrial districts of Germany. 

The Diskontogesellschaft hesitated longer at the outset but 
ultimately followed the same policy with equal energy and 
achieved no less success. In spite of its amalgamation, as early 
as 1895, with the Norddeutsche Bank in Hamburg, which pos- 
sessed a share capital of 50,000,000 marks, it was only in 1902 
that it entered into a closer community of interests with the 
Rheinische Diskontogesellschaft (share capital 60,000,000 
marks) ; in 1904 with the Barmer Bankverein (share capital 
49,000,000 marks) ; in 1905 with the the Allgemeine Deutsche 
Kreditanstalt in Leipzig (share capital 78,000,000 marks), and 
with the Suddeutsche Diskontogesellschaft (share capital 20,- 
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000,000 marks). In addition, it practically came in for the in- 
heritance of the Frankfurt firm of Rothschild. Thus the Dis- 
kontogesellschaft also has totally abandoned its local character, 
and today embraces the whole area of German commercial life. 

The third of the great Berlin banks — the Berliner Handels- 
gesellschaft — did not follow the example of its two chief rivals. 
It had grown into too intimate union with the immense indus- 
trial interests surrounding it. Just as the A. Schaaffhauscnscher 
Bankvcrein was bound up with the iron and steel industries of 
Rhenish Westphalia and the Dresdener Bank with the manifold 
industries of Saxony, so similarly the Berliner Handelsgesell- 
schaft was bound up especially with an industry no less flourish- 
ing than the iron trade — the electrical industry. This seems to 
have had as its consequence, in the Berlin concern as in the two 
great provincial banks, a very considerable limitation of power. 
The Berliner Handelsgesellschaft has to a noticeable degree 
held itself aloof from the general movement towards concentra- 
tion, neither founding branches nor establishing relations of 
association. It stands apart — almost, as has been said, as if 
awaiting a suitor. 

The policy of the Deutsche Bank and the Diskontogesell- 
schaft rather than that of the Berliner Handelsgesellschaft has 
been followed to a considerable degree by the Darmstadter Bank. 
As the first great provincial bank which had taken up business 
in Berlin, it felt severely the steadily growing competition in 
that central field. It had not previously come, through its 
situation, into very close connection with any of our leading 
industrial interests ; it had deliberately to bring itself into touch 
with the rapidly rising industry. It did this especially in 1902, 
by entering through share allotment into " community of inter- 
ests" {Interessengemeinschafi) with the Breslau Diskontobank 
(share capital, 25,000,000 marks). Since that time the Darm- 
stadter Bank has taken an important place in Silesia, as pre- 
viously in South and West Germany and in Berlin ; although it 
cannot be said of it, as of the Diskontogesellschaft and the 
Deutsche Bank, that its activities cover all Germany. 

The energetic and successful forward movement of the two 
strongest Berlin banks, especially of the enterprising Deutsche 
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Bank, struck a heavy blow against the two great banks which 
hitherto had concentrated their powers upon the two most 
considerable industrial districts of Germany. The Dresdener 
Bank and the A. Schaaffhausenscher Bankverein, like the Ber- 
liner Handelsgesellschaft, though not to the same extent, had 
abstained from serious efforts to expand the area of their 
activities ; and since each had up to this time concentrated its 
energies on the industrial interests immediately surrounding it, 
they had entered but little into competition one with the other. 
If they wished to follow the example of the Deutsche Bank and 
the Diskontogesellschaft, and if, in order the more easily to 
balance risks, they desired to extend their activity to every part 
of the German commercial system, they had no better course 
than to enter into a mutual agreement. They were driven into 
this course by pressure proceeding from Berlin, especially by 
severe and aggressive competition on the part of the Deutsche 
Bank. The " community of interests " (Interessengemeinschaft) 
of the Dresdener Bank and the A. Schaaffhausenscher Bank- 
verein, in 1903, was the first instance in which two of our great 
banks entered into an alliance. Both banks have built further 
upon the foundation thus boldly laid, absorbing quite a number 
of banks in various parts of the Empire. The Dresdener Bank 
declared, in its report for 1905, that it had "perfected in all 
essentials its business organization for Germany." 

The geographical expansion of banking activity over the 
whole industrial field of Germany not only diminishes depend- 
ence on local circumstances but also dependence on single 
branches of industry, for German industry shows strong local 
concentration in its various branches. 

In many instances it is impossible to say whether the original 
motive for expansion was the desire to diminish local depend- 
ence or to escape from dependence upon a single industry. 
Often, however, the second standpoint comes clearly to the fore. 
The great Berlin banks, in their efforts to extend into the 
provinces, strove at the same time to get into touch, through 
the Bergisch-Markische Bank and Essener Kreditanstalt, with 
the great industries of the Ruhr district; through the Schlesi- 
scher Bankverein, with those of Silesia; through the Han- 
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noversche Bank, with the phosphate manufacture ; through the 
branches established in Saxony, with the textile and foodstuff 
industries of that kingdom; through the Rheinische Kredit- 
bank, with the trade of the Upper Rhine. In like manner, the 
chief industrial banks seek connection on the one hand with 
retail business, on the other with foreign trade. Relations with 
the small industries and with retail trade can be established 
with the help of the cooperative banks or of the banking firms 
which have grown out of cooperative associations. The Dres 
dener Bank has thus attempted to create a counterpoise to its 
great interests in the large industries of Saxony by absorbing 
the cooperative bank of Sb'rgel, Parisius and Co. Similarly the 
A. Schaaffhausenscher Bankverein has taken up a permanent 
interest in the Pfalzische Bank, which grew out of a cooperative 
association and still possesses, in the many small places where 
it maintains branch offices, a clientele drawn especially from 
the middle class. 

In the extension of the relations of our great banks to for- 
eign trade, the conditions were different. In part, this extension 
has been a natural consequence of the preceding development. 
The more the chief customer of our great banks — industry — 
gained export interests, the more certain were these interests to 
direct the attention of our banks to the trade beyond our fron- 
tiers and to stimulate efforts on the part of the banks to make a 
position for themselves in international exchange business ; and 
the more whole branches of industry united into great organiza- 
tions, in a way before undreamed of, the stronger became the 
impulse to balance risks not on German soil only, but also 
under the dissimilar conditions of foreign countries. 

A preliminary step towards this international activity was 
taken when our great banks extended their operations to the 
two most important German seaports. Immediately after its 
foundation, branches were established in Bremen (1871) and in 
Hamburg (1872) by the Deutsche Bank, which from the very 
outset was intended above all to be an instrument for the 
advancement of the German spirit of enterprise beyond the 
national boundaries. Two full decades passed before a second 
of our six great banks followed. In 1892, however, the Dres- 
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dener Bank opened a sub-office in Hamburg, and three years 
later it absorbed the Bremer Bank, converting it into a branch 
establishment. Third and last, the Diskontogesellschaft amal- 
gamated in 1895 with the powerful Norddeutsche Bank in 
Hamburg, and in 1903 it opened a branch in Bremen also. 

The movement of these great banks into the principal com- 
mercial seaports of Germany was, however, only a preliminary 
step. Moreover, this step remained of slight importance as 
long as we were completely dependent on England for sea- 
transport and in sea-trade. It was of more consequence to gain 
a footing at the centre of the world's commerce. Only from 
London could a position be created in the international money 
market. If freedom from the economic superiority of England 
was to be gained in international money exchange, it had to be 
made possible for foreign exporters to draw their bills on a 
German bank in London instead of on an English bank. 

The first task was therefore to extend German banking busi- 
ness in London. German bankers had already played a part 
there for a long time. The two leading financial forces in 
England may be traced to German founders, Nathan Maier 
Rothschild and Alexander Baring; and many others also — for 
example, at the present day, Henry Schroeder and Co., Frederic 
Huth and Co., Horstmann and Co. But these forces, some of 
them dominating, have regularly been lost to Germany. The 
need was not for German bankers, but for German banks in 
London, offering in their organization a guarantee that their 
connection with German commercial life should be preserved 
intact. The Deutsche Bank was the first to attempt such an 
establishment. After thirty years, its example was followed 
by the Diskontogesellschaft in 1900, and by the Dresdener Bank 
in 1901. At the same time the Darmstadter Bank established 
a London offshoot in the Bankers Trading Syndicate. 

It was desirable, however, to take up competition with the 
English banking concerns not only in London, but also in the 
transmarine countries. This was far more difficult. The first 
attempts were unsuccessful. The German conditions were not 
yet ripe for such an international advance. In particular, a suit- 
able staff was lacking. Only when a successful beginning had 
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been made in the development of German steamship traffic with 
all parts of the world, and in the emancipation of German im- 
port and export trade from the English middleman, was a new 
attempt ventured ; and this time it was successful. The attempt 
again proceeded from our great banks. The Deutsche Bank 
and the Diskontogesellschaft (the latter in association with the 
Norddeutsche Bank in Hamburg, now amalgamated with it) led 
by a long way; later the Dresdener Bank appeared in the 
scheme, and some of our most important private firms have also 
taken part. The development was at the beginning rather slow. 
In 1896 there existed but four German transmarine banks. 

In the period between 1897 and 1904 — the period of rapid 
internal expansion — the powers of our banking system were so 
heavily taxed in our own country that only a few foreign banks 
were established. But now that the great work of internal or- 
ganization has reached a temporary close, the development of 
German banking abroad is beginning to set in more rapidly. 
At the beginning of 1906 we possessed thirteen foreign banks, 
together controlling a share capital of more than 100,000,000 
marks; and while in 1903 there were only about thirty-five 
German branch banks in foreign countries, the number to-day 
has doubled. Our great German banks are now represented, 
through the institutions they have founded, in all continents, 
excepting only Australia. The international field of German 
banking extends over Central and South America, Asia and 
Africa. It includes, however, only limited areas, remaining con- 
fined to territories which are backward in their economic devel- 
opment, and which do not yet possess powerful banking sys- 
tems of their own. The methods adopted by German bankers 
fail when opposed to a highly developed native bank-system. 
We cannot hope, through weak branch offices with inexperienced 
employees, to effect anything on British, French or Dutch 
ground, or to establish in the United States any serious compe- 
tion with the American banks. 

Ill 

The danger of single risks can be diminished not only by bal- 
ancing them, but also by dividing them; *. e., several banks 
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may cooperate in carrying a risk which appears too great for 
one alone. As the effort to unload a single heavy risk produces 
a tendency toward combination of all the various banking func- 
tions, so the effort to divide risk produces a tendency towards 
the amalgamation of separate banks. 

At first, a risk so threatening as to need division presents itself 
only in the case of isolated operations of unusual magnitude ; 
the banks therefore content themselves with joining hands in 
common action for each case as it arises. A union of banks 
thus occurs, in the first place, only in the business of great loans, 
and is of course temporary. Such short-period bank unions are 
the issue federations (Emissions-Kofisortien) , which gradually 
gain an appearance of permanence because the same banks con- 
stantly re-associate themselves in similar undertakings. 

Such temporary union comes into consideration only for 
great isolated operations, not for the continuous " regular " 
business of the bank. As regards risks arising in such business, 
diminution through division can be brought about only by a 
permanent union of banks. For the smaller banks, which pur- 
sue only or chiefly the " regular" banking business, relief in this 
respect can be gained only by amalgamation, or by the estab- 
lishment of a permanent " community of interests " through 
exchange or purchase of shares or through contract. 

The effort to diminish risk thus puts a hard alternative before 
the smaller banks. They must either resign a section of their 
clientele to more powerful rivals — and moreover just that sec- 
tion which promises the greatest increase of business — or they 
must sacrifice their independence wholly or in part, uniting, on 
account of risks too great for them alone, with other banking 
concerns which control greater resources and are prominently 
active in issuing shares or bonds. If they choose this step, they 
certainly forfeit their independence, but they remain in connec- 
tion with the sections of their clientele most likely to bring them 
an increasing volume of business. 

It is comprehensible that in this difficult alternative many 
banks decided in favor of the second step. This was especially 
the case with the numerous private banking firms in all parts of 
Germany ; for in the course of development these firms had fre- 
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quently fallen into a disadvantageous position in comparison 
with the joint-stock banks. For the most part they could not 
display the same resisting capacity and flexibility ; they could 
not so easily increase their financial strength to meet new tasks 
nor so readily adjust their management to meet new situations ; 
and often they did not understand so well as did the impersonal 
concerns how to gain and retain popularity with the public. 
While a joint-stock bank can to a great extent bring forward in 
the management the personalities that seem specially fitted for 
the new tasks coming to the fore, this freedom of choice is lack- 
ing in the private firms. Considerations lying outside the realm 
of business are here of supreme weight ; birth and kinship reg- 
ularly turn the scale. And while it must be recognized that 
ability in the private banking class has, to a large extent, not 
only been retained unabated, but has even been passed on as a 
heritage, the powers have not always proved sufficient. Some- 
times, as in the Frankfurt house of Rothschild, issue has totally 
failed ; sometimes there has not been enough foresight and elas- 
ticity to ensure timely abandonment of old traditions and com- 
plete adaptation to new circumstances ; sometimes the energy 
of the members of the firm and their willingness to work have not 
proved adequate to cope with the risk and trouble of heightened 
competition. To such hindrances of a personal kind, which 
made themselves felt to the injury of our long-respected private 
bank system, as developed above all in South Germany, were 
added financial limitations. These find their root in the fact 
that the possibilities of increase and decrease of capital are not 
the same for joint-stock and for private banks. 

As far as increase of capital is concerned, the difference is not 
important; the private bank also may increase its capital, al- 
though this can be done more simply and perhaps more safely 
by a joint-stock bank. But the case is different in regard to 
decrease of capital. The danger of a weakening of capital 
power hangs constantly over the private bank. Money is with- 
drawn from the business every time a partner withdraws or an 
inheritance is divided. And not only the actual fact, but even 
the possibility of such a decrease of capital is full of significance. 
For an exceedingly important change has taken place in the at- 
titude of the public towards the banks. 
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At the beginning, personal confidence was the deciding factor ; 
a customer turned to a bank because the men acting in it were 
personal acquaintances and inspired confidence. The develop- 
ment of great organizations in our banking world gradually un- 
dermined this original principle, and a recoil set in with the 
disastrous bank failures of 1 89 1 . From this time, distrust spread 
among the public. No one ventured any longer to rely simply 
on a personality ; the desire was rather to form a personal opin- 
ion regarding the business. The basis for such an opinion is 
offered only by balance sheets and annual reports. Only the 
joint-stock banks are bound to publish these ; among the private 
bankers the principle of publicity is not established. The pub- 
lication of such documents by them is purely optional; and 
with us they have not yet decided on this step. The financial 
position of the private banks thus remains altogether in the 
dark. It is frequently impossible to gain the simplest informa- 
tion about them. The capital in operation in the business is 
not known, nor whether it has increased or diminished ; it can 
not even be ascertained whether the year's working has resulted 
in a profit or loss. And yet it is no longer personality, but 
strength of capital that secures confidence. How many cus- 
tomers to-day know individual bankers sufficiently well to have 
an opinion about their influence and credit? But it seems clear 
that the firm which has the largest capital will most easily bear 
losses and longest preserve its solvency. Thus the public has 
given its confidence more and more to those banks in which the 
greatest capitals not only exist, but exist visibly. 

All these circumstances have worked together to embarrass 
the position of the private firms in the German banking world. 
More and more, therefore, the respected old private banking 
houses of Germany are disappearing. There have succumbed 
thus in the last few years, among many others, the Frankfurt 
house of Rothschild, Robert Warschauer and Co., Breest and 
Gelpcke, Jakob Landau of Berlin, von Erlanger and Sons of 
Frankfurt-on-the-Main, W. H. Ladenberg and Sons of Mann- 
heim, A. and L. Camphausen of Cologne, J. Schultze and Wolde 
of Bremen, W. C. Warburg of Altona, and Menz, Blochmann 
and Co. of Dresden. 
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Not only have many private banks decided to make the sac- 
rifice of their independence, but many joint-stock banks have 
trodden the same path, and these significantly include a large 
number of the chief intermediate banks especially closely con- 
nected with our industry. The great demands made upon them 
by their customers, and almost endlessly renewed, have com- 
pelled them to turn for support to wealthier and more influen- 
tial institutions. In this way — to quote only one set of 
instances — the Bergisch-Markische Bank, the Essener Kredit- 
anstalt, the Duisburg-Ruhrorter Bank, the Essener Bankverein, 
the Hannoversche Bank and the Schlesischer Bankverein have 
formed unions with the Deutsche Bank. 

Hence arose the second phenomenon so characteristic of our 
modern bank system — the formation of groups of banks. The 
individual great banks, with their gigantic capitals, no longer 
stand isolated. With the sole exception of the Berliner Han- 
delsgesellschaft, each one is surrounded, as a sun by its planets, 
by a larger or smaller circle of other banks. At the end of 
1904, fifty-two banks, with individual share capitals of up to 
75,000,000 marks, had formed unions of this character. 

Three powerful groups of banks in particular have arisen. 
Leaving external resources, and thus especially deposits, entirely 
out of account, the internal resources — share capital and reserve 
funds — controlled by the greatest of these three groups, that of 
the Deutsche Bank, amount to more than 540,000,000 marks ; 
the resources controlled by the second, the group of the Dis- 
kontogesellschaft, to more than 439,000,000 marks ; and those 
of the third group, which is formed by the Dresdener Bank and 
the A. Schaaffhausenscher Bankverein, to almost as great a sum, 
43 1 ,000,000 marks. A long way behind, in the fourth and last 
place, comes the group of the Darmstadter Bank with 202 mil- 
lion marks. These four groups alone include about 70 per cent 
of the total capital of all German banks possessing a share cap- 
ital of not less than one million marks. 
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